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Staose iteaas of s roperty vfaleb mm 


B. $!*» use of rumespendable property involves 

its vesrtngout oTb«eoalag fltw ted. ms wring oat or es&mwtiaa 
Humiiv is gradual > eactisjftixig 9W ft period of years* end is ordinarily 
called depreciation. 


obsolescence . 
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0. la iselatad oases, sobs federal agencies mxvy flared assets 
m tfaeir books sad records at cost lass depredation reserves for 
purposes of detemtning act iacoaa. This prsdic® la ordlaarlly 
limited to those eases shards. funding of the Agency * activities ar 
a sor tdUm of the activities Is acccnplisbeA ttm laooae produced by 
sush «Mtlvlti«B{ for eaawfda# Separtswtaft of Interior, Bureau of 
fteclaurtioa’s agendas engaged la tb® production aad sale to the 
public of electric power. 
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bean cited wherein a field station purchased new pro pe rt y rather then 
AQO^pt need property because of the belief that its reqpisitiswlng 
authority would be over charged if it accepted Smvmm of tbs used 
property at the fixed nnjlog value. 


A. The policy of carrying noimxpaodsble property at coat less 
depreciation 1# priLiaartly limited to busies eat«prtses organized for 
profit (or to iseooso producing activities wherein it Is necessary to 
determine and report set Income or prefit).. Ibe principal reason for 
this is tbs feet that the deteraination of the net profits of business 
enterprises ordinarily involve* the process of mtcbing all applicable 
costs against tha corresponding incase of a fiscal period. As a result, 
procedures have been evolved for the allocation of costa which should be 
»i yn«irt currently and costs which should be deferred until the related 
revenue is attained. Thus, the consusptlon of capital assets represented 
by depreciation is an operating cost which oust be deducted from the related 
revenues of a fiscal proled for the purpose of dstosminiag the net income 
for that period* Also, since business enterprises must pay Federal Income 
n»|t 7 aN» ou list income, tbs Internal Avenue Code cont ains specific provisions 
r elati n g to capital expenditures and depreciation. (Ordinarily the code 
requires depreciation of fixed assets ovar tbs useful life of the assets . } 

B. fbdlaathropic institutions end federal agencies (except for 
isolated eases mentioned la paragraph m.C.) do not as he profits. They 
arc not subject to taxation. The procedures sat up for the determination 
of business net ineosss, therefore, do act necessarily apply, There is no 
necessity for differentiating between the expired and deferred portion of 
lay expenditure. 5ba fact that depreciation is an element of cost which 
artefacts net incase in business enterprises doe# not apply to philanthrope 
institutions end federal agencies. Further, In respect to federal agencies , 
faoda are ordinarily appreciated by Congress to finance the objectives 

and wcofsem outlined in the ag^revet budget fcop a fiscal year only* 
Egaeoaftls amounts budgeted for fixed assets are recognized as necessary 
for fur theran ce of the program, mad these items raust be accounted for as 
an eaqpenditure of the year in which they are obligated. -There 1* no 
atfsw m n * ** 1 that there will be a repetition or continuity of fund appropria- 
tions. The aaaa&X account ing period ia not only logical but mandatory. 
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Eftaca, the policy of depreciating fixed asaatg as astablisbed by 
buslssss enterprises is not partiaBjst to federal agencies. 

C» Use principal advantages to b» ©stined from priding, oar non- 
•symaabls property at oost less aeeuaulat*& depreciation are m 
follows: 

1» 3&e net worth of tb® Agency would bo store accurately 

fi. She cost cat operations would aero nearly represent actual 
eoe t* sad rejjuleitioning authority would be charged for property 
placed la wee in m maomt mm nearly representing actual value 
of the p r o pe rty , thereby encouraging operating officials to accept 
used pr o perty la lieu at am property, 

B, The above advantages of carrying property at oast less 
depreciation should be weired against the following disadvantages which 
would result from discontinuing the standard pricing policy now used: 

i, One of the objectives of the Agency is to perform its assigned 
mission st the lowest passible cost. Changing our inventory pricing 
policy to provide- foe depreciation, end obsolescence would increase 
costs substantially. For exaarpa*, asanas that w 
reoe*d«a» which were shipped- at the ssrae time but- having beer?, pur- 
obasad at varying prices, bbder our present system, the ten recorders 
would be recorded m a single inventory card as one line item at a 
fixed uni t price. Issues, returns, sod reissues say be recorded oa 
the seam card sad priced at the mm standard price. A system 
reqclriag pricing at cost less depreciation would require a separate 
iirg ent ery card far each recorder if prices varied, or tea inventory 
cards. Upon issue, dep*eeiation would have to be calculated and 
deducted from cost to arrive at book value or value to be charged 
tbs using activity. Returns and reissues would require an analysis 
of condition; an estimate of rvaaairdng usefulness; the setting of 
the relative value ea^pared to a new item; and aftjustisKste to 
laveatoiry records, asset and cost aceomto. Adoption of the policy 
of pricing property at eost less depreciation could conceivably 
increase oar workload tenfold in the esaapl* cited, resulting in a 
s^sstaetial increase in over-all costa of operations. 


Approved For Release 2002/02/13 : CIA-RDP80-01370R000200080003-9 

*4 


Approved For Release 2002/02/13 : CIA-RDP80-01370R000200080003-9 


STAFF mm* Inventory Pricing Policy 


g, J ULtb o ugh the met worth of the Agency would be sore aecu- 
rately stated under the cost loss depreciation gtficdag 
value of such information to management is doubtful * In fact, 
HMOfls^&usttfSt would probably bo bo r© concerned with the cstiMatod 
replacement cost of property placed in use than an accurate state - 
nmt of the mat vortex. This is true because our budget for the tmxt 
fiscal year assart include an amount saffieieat to cover accessary 
of property in use. Betoxaination of replacement 
Ogata u nd e r a cost less depreciation pricing system would be diffi- 
cult, whereas the use of fixed prices greatly facilitate* such a 
determination. 

3. Although the cost of operations and requisitioning authority 
would benefit if issues of nonexpendable property were charged at 
scat less depredation, the following disadvantages would still 
premll: 

*. The charge to the cost of operations would not represent 
" actual* oast as the property would have residual value at the 
end of tha fiscal year. A acme »e«urat« charge to cost, of 
sperstteas would result if we charged tbs using activity only 
for the saoraat of depreciation applicable to the period in use. 
H o w ever, this would also result in a residual or tnaieprecieted 
value of the property at the end ©f the fiscal year which stsomM 
be qh erged to costs (in the form of depreciation) of the sue* 
gu nning fiscal year(s). There la no assurance that wo would 
receive an expropriation of funds to cower such costs in 
succeeding fiscal yeas®. In fact. Congress would not approve an 
increase in the budget to cover depreciation oa property pur- 
chased from funds appropriated in prior years. 

b* A ofaarga to requisitioning authority based on cost leas 
depreciation would encourage using activities to accept used 
peegerty but would create another problem in contr ol li ng funds » 
Meuis itloning authority end procurement elloteaects are eatab- 
]^d on t^basis of kandaS prices (replaced costs) of 
the property involved. To charge out the property Issued at a 
price leas than the standard price would serve to augment the 
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ta& s g activity* • re<piisitiG®iing authority by building ap a 
"hidden reserve” is the amount of the difference between the 
standard price and 1*® reduced prise based <ss depreciation. 

Thus, the entire budgeting process far property would have 
tc be changed to permit pricing of property issues at cost less 
depreciation. Such a ch a ng e would increase our workload 
s ubstantial ly and cake the budgeting process esstresely difficult 
If yys t impracticable * For essaapb®, an operating, official 
involved in budgeting far his operations say be able to deter- 
mine the property that asst be replaced, and the additional 
property that will be required* but bow will these property 
items be priced to arrive at the amount to be included in the 
budget! Under a "cost less depreciation" system of Inventory 
pricing, he would first have to determine what used property 
would be avaHe&le for issue during the next year sod whether or 
act such used property would be available at the time it was 
needed. Since the av a il abilit y of used property is to a large 
extent contingent upon "turn-ins” ly other activities, this 

be a neat difficult if not impracticable task. Also, if 
it ware po s s ible to determine the availability of used property, 
the pr icin g of some would be almost as impossible task as the 
projected condi tion of Ida® property, accasulated depredation 
to date of issue, obsolescence, etc., would have to be ascertained. 

B, Same of the advantages of our present inventory pricing policy 
which would not be found in a coat less depredation pricing *yet«» aret 


1. Values of inventories are soars easily maintained ly us ing 
standard pricing p ro cedures and are acre closely related to current 
replacement coats. 



3. The ejection of items to be wade 

fxom, stock and. tbs standardisation of other procured Items 
would not have been possible without the use of definite standard 
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prices . Allocation of items and funds weald have been wholly 
impracticable using a 'variable, fluctuating, depreciation pricing 

mgmvl&m# 

4* Standard pricing of sv^pliee and equipment provides sdvan- 
over other in v ent ory pricing methods la promoting naif ©ratty , 
: -wwa w BW Mg r # and siaplicity la both accounting and inventory etmtrol 
functions . 

% ffc# preparation of budget estimates xa greatly facilitated 
by standard pdLdng. 

S, Skats questions raised relative to the charging of property issue® 
to re ^ Bl oltloping authority stay have restated from alaunderstanding of 
the p urpose and subjective of the: rcguiattl ontog authorizations (see 
paragr aph III .Of. above). She purpose of re^Blsitionlng authority is to 
rtm i/lo medflc authority by using eOBmoneate to drew property consistent 
S^X^bude»t<kl prop^y xequlrenmits based upon the cost of necessary 
■g mA aceoeant s froa procurement allotments. Whan properly drawn has been 
determined excess to Agency needs, it can be issued without charge against 
the component** requisitioning authorities , 

V. CC3BCLPBI®? 

A. The relatively minor advaatagee of ■ cost less depredation 
ba si s for Inventory pricing are greatly outweighed by the disadvantages. 
fbar dbra t the Agency should not revise Its inventory pricing policy . 

B. The Office of logisties (Supply Division) will continue to 
revise its fixed prices for specific item when unusual eircuastaaees 
( such as current stock positions and acquisitions fro® other agencies at 
no cost or at reduced prices) warrant such adjustments . The prudent 
application of this principle will furnish opsrating elements with 
desired materiel at revised fixed prices which are tos*c realistic than 

the previously established fixed prices based on original acquisition cost. 

vi. aotqb wommm 

the existing practice of carrying and issuing property at 
standard fixed prices for Agency property accounting purposes . 
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